
BY JOHN A. GORMAN 

Corporate Financing in 1961 and in Recent Business Cycles-
investment Potential Increases 

Ti HE rapid advance in production 
during the spring and summer quar
ters, featuring sharp increases in cor
porate activity and profits from the 
cyclical IOAV of the first quarter, was 
accompanied by the usual marked 
changes in assets and liabilities. Man
agement made a sharp reversal in in
ventory policy, and there was an in
crease in other working capital invest
ment. Plant and equipment programs 
have firmed up "with advancing busi
ness, but, as would be expected in the 
initial period of cyclical advance, the 
indicated rise has so far been moderate. 

These investment expenditures have 
been financed without difliculty by: 
(a) the recovery in internally generated 
funds as profits turned upward after 
the earlier sharp downturn; (b) new 
stock and bond issues made on gener
ally favorable terms; and (c) normal 
increases within the corporate struc
ture in accounts payable as sales moved 
ahead. The last item is reflected in the 
nonconsolidated statistics given in table 
1. Items (a) and (b) would remain in 
a consolidated statement for tho corpo
rate sector. The funds from these 
sources more than covered investment 
requhoments and there was a substan
tial increase, as usual at this cyclical 
stage, in corporate holdings of liquid 
assets. 

Developments are thus the reverse 
of those which occurred during the busi
ness downswing in late 1960 and early 
1961, when corporations engaged in 
substantial inventory liquidation as 
sales weakened, and outlays on plant 
and equipment declined as the utiliza
tion of existing facUities feU off. Over 
the same period customer credit and 
bank loans also declkied and the inter
nal flow of funds shrunk. New bond 
and stock issues, however, continued 
to be floated successfully and liquid 
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assets were comfortably maintained in 
the aggregate. 

Corporate financial behavior in the 
recent decline and recovery has, in 
general, conformed to the pattern 
observed during similar periods in the 
past. The principal exceptions to this 
generalization have been in the behavior 
of inventory investment and in the 
volume of bond issues. 

The recovery in inventory buying 
came much earlier than in previous 
periods of economic recovery. Fu-ms 
started accumulating inventories dur
ing the quarter in which economic 
activity Ih-st moved up; in earlier 
recovery periods the buildup in in
ventories was not pronounced mitil 
the second or third quarter or more 
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aftor the low point in business activity. 
During the current ups^ving, very 
heavy bond flotations occurred in the 
months immechately following the low 
point m economic activity, whereas 
in previous cycles, the heaviest bond 
flotations had occurred prior to the 
recovery. 

Corporate investment rising 

The inventory advance during the 
spring and summer quarters was wide
spread, but the rise was most marked 
among durable goods industries, to 
which the previous liquidation had 
been confined. Nondurable goods in
ventories continued to mcrease thi-ough-
out the recession and recovery period. 
The marked rise in customer receivables 
which accompanied the increased vol
ume of production mainly reflected 
credit advances within tho business 
community. There was little increase 
in consumer financing dm-ing this 
period. 

Plant and equipment outlaj'-s showed 
some evidence of advance during the 
past 6 months, although dm-ing the 
third quarter they were still below 
their prerecession highs. In the past 
plant and equipment spending tended 
to lag behind the upward movement in 
general busmess activity, and one of the 
important factors in further business 
expansion wUl be the strength which 
develops in this investment segment. 

Sources of corporate funds 

Corporate profits, after hitting a low 
of $40 billion at annual rates in the first 
quarter, recovered to $45 billion in the 
second, and the advance has continued 
into the third. With dividends stable, 
and taxes taldng as usual about half 
the pre-tax profit rise, the other half of 
the increase in profits was retained for 
corporate use. Over the same period, 
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the steady rise in depreciation charges 
on the gro\ving capital stock also con
tributed to the enlarged cash flow, 
which moved up nearly $5 billion during 
the second and tliird quarters. 

The increasing volume of accounts 
receivable was largely offset by a 
corresponding rise in trade payables, as 
such transactions are largely within the 
corporate sector. From the standpoint 
of the individual corporation, however, 
such items represent either net drains 
upon or additions to their capital, just 
as in the case of any other debt. As in 
the same stage of previous expansions, 
the upsurge in these items was some
what greater than the rise in sales. 
There was relatively little change in the 
liabilities of corporations to commercial 
banks. 

New security issues during the second 
quarter were especially heavy; over 
$3}2 bUlion of bonds and notes were 
issued, along -with $1}̂  bUlion of stock. 
This was the heaviest total of bond 
issues since the beginning of 1958, as 
firms anticipated future requirements 
or refinanced outstanding debt whUe 
borrowing costs wore favorable. As 

pointed out earlier, bond flotations 
tend to be heaviest before recovery; 
the atypical behavior in recent months 
may have been due to the quick upturn 
in business. Considering the time neces
sary between the decision to issue 
bonds, and tho actual flotation, the 
heavy sales during the second quarter 
may have reflected decisions made 
during the downward phase of the cycle. 
In this latter connection, it is note
worthy that the volume of bond issues 
declined to $1% biUion in the third 
quarter—a more normal rate for this 
phase of the cycle than the $3}̂  bUlion 
of the second quarter. 

Liquid assets rise 
There has been a sharp spurt in 

corporate liquid asset holdings over the 
past 6 months. During the spring 
quarter, corporate holdings of cash and 
short-term Treasury securities showed 
a slight rise at a tune of the year when 
there is usually a seasonal decline of 
$lK-2 bUlion. During the summer, 
when these holdings typically show only 
a moderate rise, corporations increased 
their holdings sharply. 

Table 1.—Sources and Uses of Corporate Funds , Annual , 1957-60; Half Years, 1957-61 ' 

[Billions of dollars] 

Sources, tolal 

internal sonrces, total., 
Hctalnod profits!.. 
Dopreclation 

External long-term sources, total-
Stocks 
Bonds 
other debt 

Short-term sourcts, total , 
Bank loans 
Trado payables , 
Federal lueoino tax liabilities.... 
other 

Uses, total 

Increase In physical assets, total 
Plant and equipment 
Inventories (book vnluo) 

Increases in financial assets, total. . . 
Heceivablcs 

Consumer 
otiicr 

Casli nnd U.S. Government 
securities 

Cash (Including deposits).-. 
U.S. Govornment securities. 

other assets 

Discrepancy (uses less 
sources). 

1057 

42.5 

28.0 
8.9 

10.1 

ll.fl 
3.6 
7.0 
1.4 

2.0 
.3 

2.4 
-2 .2 

2.1 

40.3 

34.8 
32.7 
2.1 

0.5 
4.5 
.9 

3.0 

- . 3 
.1 

- . 4 
1.3 

-2.2 

1058 

39.6 

20.0 
S.7 

20.3 

11.0 
3.0 
6.0 
1.5 

2.7 
- . 4 
3.8 

- 2 . 5 
1.8 

33.3 

24.0 
20.4 

- 2 . 4 

11.2 
0.7 

- . 3 
7.0 

2.0 
2.5 
.1 

1.0 

-4.2 

1959 

54.7 

30.0 
9.1 

21.5 

O.B 
3.7 
4.1 
1.7 

14.0 
3.5 
0.7 
2.4 
2.0 

51.9 

33.4 
27.7 

6.7 

18.5 
12.2 
2.6 
9.0 

3.0 
— o 

as 
2.7 

-2.8 

1900 

43.6 

30.3 
7.4 

22.9 

9.6 
3.0 
5.0 
1.0 

3.7 
1.5 
2.2 

-1 .6 
1.5 

41.2 

33.8 
30.8 
3.0 

7.5 
7.7 
1.7 
0.0 

- 3 . 1 
- . 2 

-2 .9 
2.B 

1st half 

1957 1058 1959 1900 1001 

18.0 

14.0 
5.2 
9.4 

0.1 
2.2 
3.3 
.6 

- 2 . 7 
1.6 

- . 4 
- 6 . 1 

1.2 

1C.4 

17.8 
15.6 
2.2 

-1 .4 
2.2 

- . 5 
2.7 

- 4 . 2 
- 2 . 0 
- 2 . 2 

.6 

- l . f i 

12. G 

11.9 
1.9 

10.0 

5.0 
1.8 
3.2 
.0 

- 4 . 9 
- 2 . 3 

1.9 
- 6 . 8 

1.3 

8.4 

10.9 
13.0 

- 2 . 1 

- 2 . 4 
.8 

- 1 . 0 
2.3 

-4 .4 
- . 5 

- 3 . 9 
1.2 

2G.9 

1.5.9 
5.3 

10.0 

4.6 
2.1 
1.8 
.7 

0.4 
.5 

3.5 
.6 

1.9 

25.9 

17.4 
12.8 
4.0 

8.0 
0.2 
W 
0.1 

.4 
- 1 . 5 

1.9 
2.0 

21.7 

16.0 
4.3 

11.3 

4.5 
1.0 
2.0 
.9 

1.0 
1.1 
1.3 

-2.4 
1.0 

19.9 

18.5 
14. 6 
3.9 

1.4 
3.7 

- . 2 
3.9 

-4.4 
-2 .0 
-1 .8 

2.1 

19.9 

1.5.3 
3.3 

12.0 

0.0 
2.8 
2.7 
.5 

-1 .4 
-1 .0 

.7 
- 2 . 1 

1.0 

19.5 

16.2 
14.7 

.5 

4.3 
2.7 

- 1 . 6 
4.3 

- . 3 
2.7 

2d half 

1967 1958 1959 1900 

24.5 

13.4 
3.7 
9.7 

6.8 
1.3 
3.7 

6.3 
- 1 . 3 

2.8 
2.9 

23.9 

17.0 
17.1 
- . 1 

0.9 
2.3 
1.6 

3.9 
2.1 
1.8 
.7 

14.1 
3.8 

10.3 

6.2 
1.8 
2.6 
.8 

7.5 
1.9 
1.9 
3.2 
.5 

13.2 
13.4 
- . 2 

13.7 
6.9 
1.3 
4.6 

7.1 
3.0 
4.1 
.7 

(») 

27.8 

14.0 
3.7 

10.9 

5.1 
1.0 
2.3 
1.2 

8.1 
3.0 
3.2 
1.8 
.1 

2G.0 

10.0 
14.9 
1.1 

10.0 
0.0 
2.0 
3.4 

3.2 
1.3 
1.9 

21.9 

14.7 
3.1 

11.0 

5.2 
1.4 
3.1 
.7 

.4 

.9 

.9 
- . 1 

21.3 

15.2 
16.1 
- . 9 

0.1 
4.0 
1.9 
2.1 

1.3 
2.4 

-1 .1 

' Excludes hanks nnd Insurance companies, 
s Includes depiction. 
5 Less than $50 nillllon. 

Source: U.S. Department of Commerce, Ofllce of Business Economics, based on Securities and E.\ehango Commission, 
and other financial data. 

As a result of the increased holdings 
of cash and Treasury securities, corpo
rations maintained then- liquidity in 
the face of rising operations. (Sec 
chart on page 17.) The chart also 
shows that there has been a marked 
doAvntrend in the conventional liquid 
asset ratio—cash and U.S. Treasury 
securities divided by current liabili
ties—since the end of World War II. 
The pace of the decline has slackened 
considerably in the past few years, 
however, and present ratios are not sub
stantially below those ruling at the 
same stage of the previous cycle. Fur
ther, the transition to a tax payment 
schedule more closely alined with the 
accrual of tax liabilities has reduced one 
of the major liabilities against which 
liquid assets are held. 

If tax reserves were deducted from 
both sides of the accounts, there would 
be no significant downtrend in the 
ratio of liquid assets to current liabUi-
ties dm-ing the past 5 years. 

Financial conditions easy 
Despite increased demands by corpo

rate and other borrowers on the money 
and capital markets during the second 
and thud quarters, the upward move
ment of interest rates was moderate in 
comparison with those experienced dm'
ing the recoveries of 1958-59 and 
1954-55. 

The relative ease in the financial 
markets refiects the attempts of the 
monetary authorities to facilitate con
tinued recovery by keeping the money 
market in a position favorable to 
borrowers. Reserves made available 
by the Federal Reserve System have 
been adequate to support a $1 billion 
increase in demand deposits and a $7^ 
billion expansion in savings and time 
deposits, whUe maintaining net free 
reserves at $K billion since the begin
ning of this year. At the comparable 
stage of the 1958-59 rise, after a lesser 
rise in deposits, net free reserves had 
faUen to about $0.1 bUlion. With 
business loan demand low until recent
ly, the banks stepped up their invest
ment in short-term Treasury securities, 
State and local bonds, and mortgages. 

Corporations were active on botli 
sides of the money and capital markets 
throughout the recovery and, as the 
period progressed, funds supplied by 
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corporations tended to increase relative 
to tlieir demands. With corporations 
supplying funds to tho short-term 
market, and borrowing from the long, 
long-term interest rates rose, while 
short-term jdelds showed little change. 

Stock market prices have risen over 
the recovery period at a faster pace 
than earnings. The common stock 
earnings-price ratio is very favorable 
to equity financing and funds seeldng 
equity investments are ample as indi
cated by all the stock market price 
averages. Corporate earnings and divi
dends have never been valued at such 
high levels during prosperous periods. 

Depreciation allowances 

Depreciation allowances have moved 
steadily upward. (See chart on page 23.) 
The growth in capital charges has 
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stemmed principally from a higher 
capital stock, but changes in accounting 
methods have also played a role. In 
the past 4 years, however, the increase 
in charges has approximately paralleled 
the stock of capital, as the efl'ect of the 
moi-e liberal provisions of the 1954 In
ternal Revenue Code has been oft'set by 
the completion of amortization on facili
ties installed under the Korean War 
program. With the latter factor of 
minor importance in recent quarters, 
depreciation charges are again rising-
faster than the capital stock. 

The adequacy of present depreciation 
allowances is being reviewed by the 
Administration. In the past few weeks, 
for example, it has moved towards 
greater liberalization by reducing the 
writeoff period for the textile industry 
from 25 to 15 years. 

Corporate Financing During Cycles 

The chart on page 29 illustrates the 
behavior of corporate sources and uses 
of funds during recession, recovery, and 
expansion periods. The recessions and 
recoveries have been most evident in 
working capital uses, short-term bor
rowing, and internally generated funds. 
Movements in plant and equipment 
spending have tended to lag in the 
business cycle, as has recourse to ex
ternal long-term sources. With inter
nal sources rising before capital outlays, 
corporations increased then- liquid assets 
in recovery; at other periods they drew 
on these assets. 

The business recessions and recov
eries experienced during the years since 
the war do not exactlj'' span 12-month 
periods, but the absence of seasonally 
adjusted data requires the use of annual 
totals for analytical purposes. Since 
the most recent recessions have begun 
around midyear, the typical behavior of 
corporate financing duiing the cycle 
since 1953 can be more adequately 
iUustrated by data covering years ended 
in June rather than December. 

In the discussion which follows, the 
term "recession year" is applied to the 
four quarters which include the reces
sion phase of the cycle; i.e., calendar 
year 1949, and the j'ears ended June 

30, 1954, 1958, and 1961. "Recovery 
year" in like manner characterizes the 
four quarters during which economic 
activity regained and moved beyond 
the prerecession totals; i.e., calendar 
year 1950, and the years ended June 
30, 1955 and 1959. The term "expan
sion" refers to periods foUoAAdng the 
recovery and preceding the subsequent 
contraction. 

I t is recognized that the outijut re
covery in the economy in the second 
quarter of 1961 more than made up for 
the decline of the preceding tlu-ee 
quarters. However, this does not applj' 
to most of the items included in tlio 
stud}' of corporate finance. For this 
reason, we have considered tlio 12 
months ended June 30, 1961, as tho 
recession year comparable to the 12 
months ended June 1958, and June 
1954. Comparison of data for the 
periods ended March 1960 and Marcli 
1961 3'iolded results little dift'erent from 
those shown in tlie chart. 

The pattern during business 
recession 

Every postwar business recession has 
featured sharp reductions in working 
capital investment, while declines in 
fixed capital spending have been rela-
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tively smaller. Funds available from 
internal som-ces declined sharply, as did 
short-term borrowing, but long-term 
flotations increased to take advantage 
of improved borrowing terms. There 
was relativelj'^ little change in liquid 
asset holdings over these periods. Tlie 
1960-61 recession generally conformed 
to this pattern though the changes were 
smaller due to the mildness of the 
dechne. 
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The sharp swing from inventory 
accumulation to liquidation which was 
characteristic of each postwar recession 
was reflected in substantially reduced 
working capital requirements. The $% 
billion of inventories liquidated during 
the four quarters ended June 1961, for 
example, meant a $5}^-billion reduction 
in financing from that associated with 
the $5-billion buildup of the previous 
four quarters. Credit granted to cus
tomers totaled only $6]^ billion during 
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fiscal 1961, as compared with $10 
billion tho previous year. Lower work
ing capital needs were reflected in 
reductions in borrowing through short-
term bank loans and in trade payables 
as sales dropped. During the 1961 
recession, there was $}̂  bilhon of not 
short-term borrowing, in contrast to 
the $9K billion borrowed from these 
som-ces during the previous year. 

Corporations tended to cut back on 
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capital spending during the downturns, 
although the decline in fixed capital 
outlays was much smaller, and slower, 
than that in worldng capital uses. 
Plant and equipment investment feU off 
much less dm-ing the 1960-61 recession 
than in earlier ones. In addition to the 
mildness of this most recent decline in 
business, this reflected the fact that the 
1959-60 riso in capital outlays was 
sluggish and failed to top the previous 
high. 

CORPORATE FINANCING 

Short-Term Borrowing Mirrors Working Capital Changes 
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The principal components of inter
nally generated funds behave in opposite 
fashion during recessions: undistrib
uted profits fall and depreciation allow
ances rise. Each postwar recession had 
a severe impact on before-tax profits; 
the $3-bilhon decline in fiscal 1961 was 
not as great as that experienced in 
earher recessions, partly because this 
period included one quarter of vigorous 
recovery. Except in 1954, when the 
repeal of the excess profits tax served to 
maintain after-tax earnings, about half 
the dollar dechne in pre-tax profits 
was reflected in retained earnings as 
corporations generally maintained 
stable dividend payout pohcies during 
these periods. 

In part, the retained earnings de
chne during periods of recession has 
been offset by a rise in depreciation 
allowances stemming from continued 
gi-owth in tho capital stock. Dm-ing 
the fiscal year 1961, for example, such 
allowances rose $1K billion. 

Corporations tend to increase their 
gross long-term borro\vings in periods 
of recession to improve their debt 
structm-o and to moot continuing capi
tal needs, which, though reduced, are 
stiU large. The step-up in bond flo
tations reflects also the impact on 
corporate financing pohcies of the lower 
interest rates ruling during recession. 
There are increased flotations to repay 
previously incurred bank debt, and to 
refinance outstanding bonds into in
struments bearing lower interest rates. 
As noted earlier, such borrowings 
peaked after the low point of the 1960-
61 recession had been passed. 

There has been little change in cor
porate liquid asset holdings in recent 
recessions; however, each recession since 
the early 1950's has featured a shift 
in composition from U.S. Treasury bUls 
to time and other bank deposits as the 
cost of holding cash declined and as 
companies took advantage of differen
tial movements in interest rates. For 
example, during the 1960-61 recession, 
corporate holdings of U.S. Treasm-y 
secm-ities were reduced $1^ bUlion, 
while their holdings of bank deposits 
were increased by a like amount. 
During the same period some corpora
tions took advantage of differential 
movements in domestic and foreign 
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interest rates by temporarUy investing 
some funds in short-term foreign secm-i
ties. 
The pattern during recovery 

Tho recovery phase of recent cycles 
has featured a reversal from decreases 
to increases in inventory holding, cus
tomer credit, and associated borrow
ings. Fixed capital spending normaUy 
turns up rather late in the recovery 
period, but it tends to average lower in 
this period than during the downswing. 
Retained profits and total liquid asset 
holdings tend to move up sharply. 
Comprehensive sources and uses data 
on the current recovery wUl not be 
available for some time. Such data as 
are now at hand indicate that the cur
rent advance is generaUy similar to 
earlier ones differing mainly in the faster 
rate of advance in working capital and 
in the generally easier tone of tho money 
and capital markets which have gen
erally accommodated their needs to 
date. While the current advance may 
not duplicate previous rises exactly, 
it may be of some interest to i-oview the 
experience of the 1958-59 recovery. 

Inventories rose $4X biUion during 
the 12 months ended June 1959, 
and customer credit accomodation 
amounted to over $12 billion in that 
period. These sharp advances in work
ing capital requirements during the 
recovery period were accompanied by 
rises in short-term bank loans and in 
trade accounts payable. During the 
1958-59 recovery, the total of such 
short-term borrowing aggregated $8 
billion. 

Although plant and equipment out
lays started rising in the fom-th quarter 

-̂  of 1958, such spending aggregated only 
li $26 biUion dm-ing the 12 months ended 
j June 1959—off $4 biUion from the 
I previous year. With profits reflecting 
i improved business conditions, retained 
I earnings increased $3K bilhon, wlhle 

M capital consumption allowances rose 
yi| another %\% biUion. With funds from 
' j internal sources rising and little incen-
i • tive to refinance outstanding bank debt 

j because of rising interest rates, bond 
I j issues dechned $2K bUhon. 
4 These developments permitted sub-
1 stantial acquisitions of hquid assets 

I dm-ing the recovery phase. In the four 
I quarters ended June 1959, corporations 

acquired $1% billion of bank deposits, 
and $6 biUion of Treasm-y securities. 

The pattern during periods of eco
nomic expansion 

With the economy now continuing 
to advance beyond previous peaks, it 
may be of some interest to review the 
experience of similar periods, as shown 
in tho data on the som-ces and uses of 
corporate funds. During tho economic 
advance corporations tend to build up 
their inventories and extend credit to 
their customers in line with the expan
sion of sales, and short-term borrowing 
tends to follow the behavior of worldng 
capital needs. As economic expansion 
continues, corporate investment in new 
plant and equipment picks up. During 
the expansion phase profit margins 
tend to come under some pressure, and 
retained earnings cease to grow although 
capital consumption aUowances con
tinue to rise vnth. the depreciation base. 
This slo^vrng in the growth of internal 

funds as investment in fixed productive 
facilities rises is reflected in increased 
issues of stocks and bonds, as well as in 
reductions in the volume of liquid asset 
holdings. 

During earlier periods of sustained 
expansion, interest costs generally have 
advanced as bank reserve positions 
tightened. Tho funds avaUable from 
non-bank institutional lenders were 
substantially unchanged. As the 
economic expansion continued, corpora
tions found it more difficult to borrow 
the amounts in excess of internal funds 
needed to finance expanding investment 
programs, and met thou- needs in part 
by drawmg on liquid assets accumulated 
during the earlier recovery phase. 

As noted earlier, the authorities have 
in recent months kept the money 
market in a position favorable to 
borrowers, and, at the end of the third 
quarter, corporations were in a generally 
liquid position. 

Investment and Financing by Industry 

The mining, manufacturing, and 
trade industry groups accounted for the 
bulk of the sharp rises in inventories, 
customer credit, and internal funds 
which occurred in the cun-ent recovery. 
Fixed investment by these fii-ms has 
so far shown but little increase, and 
they added substantially to their liquid 
assets. 

Fixed capital spending by tho pubhc 
utUity and conmiunications groups 
while showing little rise, have remained 
high. They drew heavUy on the capital 
market during the second quarter, using 
the proceeds to meet then- capital 
needs, to refinance higher-cost debt, and 
to buUd up then- liquid asset holdings, 
at least temporarUy. Finance com
panies' lending operations showed little 
increase during this period, and those 
companies unproved their liquidity 
position by reducing bank debt. 

In discussing tho behavior of the dif
ferent industries in business cycles, it 
is recognized that the manufactm-ing 
and trade groups hold the bulk of all 
corporate inventories, and cyclical fluc
tuations associated with accumulation 
and liquidation of inventories are largely 
confined to these industries. Moreover, 

cyclical movements are very important 
in industries producing and distributing 
dm-able goods. As a result, the cyclical 
behavior of corporations described ear
lier is to a large extent determined by 
the manufacturing and trade industries, 
and by the durable segment of these 
industries in particular. 

The public utilities and communica
tions industries are of groat importance 
in the capital market, as their capital 
expansion accounts for a substantial 
portion of total fixed investment and 
they meet a high proportion of their 
investment needs in this market. In 
addition to financing their current re
quirements, communication and utility 
fii-ms have on occasion entered the mar
kets in volume when interest costs have 
favored the refinancing of outstanding 
obligations. 

Manufacturing and mining 

The dominating influence of manu
factm-ing and mining firms on cyclical 
fluctuations in corporate financing can 
be illustrated by developments dm-ing 
the 1960-61 recession when total uses 
for these industries declined $3 biUion, 
about three-fifths of the total dechne. 
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In the 1957-58 recession they had ac
counted for more than nine-tenths of 
the decline in total uses for all non-
financial corporations. 

Cyclical fluctuations among mining 
and manufactm-ing firms center in work
ing capital, as both inventory buying 
and customer financing move sharply 
downward in recession and upward in 
recovery, whilo plant and equipment 
outlays display the same lagged reac
tion to cyclical changes noted earlier in 
tlie discussion of tlie all-industrj'^ figures. 

On the sources side, changos for this 
cyclically sensitive group are reflected 
principally in tho behavior of internal 
funds and short-term borrowing, whUe 
external long-term sources are less 
directly affected. Tho swings in corpo
rate sales dm-ing tho course of the cycle 
are quickly reflected in fluctuations in 
profits, which are carried through to 
internal fund sources. The sharp 
alteration in the requirements for work
ing capital load to similar moves in 
short-term borrowing. The reliance of 
manufactm-ing and mining firms on 
stock and bond issues to finance invest
ment is much less extensive than for 
corporations generally. Their resort 
to these sources has been heaviest in 
periods when investment spending was 
moving up relative to internal funds, 
and are thus highest during periods of 
sustained economic expansion. 

With manufacturing and mining 
profits rising faster than investment 

dm-ing recovery, these companies add 
substantially to their liquid assets dur
ing such periods. At other times, manu
facturing and mining firms generally 
draw down their previously accumu
lated liquid assets, vnth. liquidation 
highest during periods when investment 
rose faster than funds available from 
internal sources. 

Trade and transportation 
Among trade firms, the fragmentary 

data available indicate a cyclical pat
tern much like that just described for 
manufacturing and mining, at least with 
respect to current sources and uses. 
But, the growth of suburban shopping 
centers and related facilities has re-
siUted in a rising trend in fixed capital 
spending which has persisted through 
periods of recession. 

Transportation firms do not hold 
significant inventories, and the impact 
of business fluctuation on their invest
ment and financing transactions is less 
direct than in the case of manufacturing, 
mining, and trade fu-ms oven though 
their traffic volmne is quite sensitive. 
They have, however, shown mild swings 
in receivables and payables as the 
volume of traffic has fluctuated. 

Capital spending by the railroads, 
which has been low and declining in 
recent years with tlie poor earnings 
they have been able to report, tends 
to drop off during recessions and, while 
increasing some during the subsequent 
recoveries, lias not regained previous 

Tabic 2 .^Sources and Uses of Corporate Funds by Industry, Years Ended June 30,1958-61 

IBIIlloiis ol dollare] 

Sources , total 

Hctalnod proll ts ' 

KxternnI loiig-tcriii s o i i r c o s ' — 

Uses, total 

Inventor ies (book vnluo) 
Rccolvablcs a n d misc . a s s e t s . . . 
Cosh and U .S . Govornment 

securities 

Discrepancy (uses l ess 
sources) __ _ . -

MiuiufacturinRanrt 
mlnlnR 

195S 

M.S 

4.4 
9.9 
3.1 

- 2 . 5 

11.G 

15.0 
- 2 . 7 
(') 

- . 7 

- 3 . 3 

1059 

2G.8 

7.2 
10.5 
2.5 
0.0 

25.5 

U.O 
2.0 
5.8 

4.8 

- 1 . 3 

lUOO 

22.8 

CO 
U.O 
1.7 
3. S 

19.3 

14.3 
3.4 
3.S 

- 1 . 0 

- 3 . 6 

1001 

19.5 

6.0 
11.7 
2.7 
. 2 

1G.3 

14.0 
- 1 . 2 

3.5 

- . 9 

- 3 . 2 

I tal lroads 

10S8 

0.2 

- . 2 
.9 

- . 2 
- . 3 

. 5 

1.2 
- . 1 
- . 1 

- . 5 

. 3 

19,')0 

0.8 

- . 1 
. 9 

- . 2 
. 2 

1.3 

. 7 

.6 

.4 

1060 

0.7 

- . 2 
. 9 

- . 1 
.2 

.9 

1.0 
(=) 
(=) 

- . 1 

. 2 

1001 

0.6 

- . 2 
. 0 

- . 2 
(') 

. 5 

.8 
- . 1 
P) 

- . 3 

(') 

Trnnspor tn t lon 
other t h a n rail 

1058 

1.7 

(') 
1.1 
. 5 
. 1 

1.3 

1.5 
W 

. 1 

- . 2 

- . 4 

1959 

1.9 

C=) 
1.2 
. 5 
. 2 

2.0 

1.4 

. 3 

. 3 

1000 

2.1 

- . 1 
1.3 
.4 
. 4 

2.1 

1.0 
. 1 
, 2 

. 1 

(') 

1001 

1.7 

- . 1 
1.5 

.4 
(') 
1.8 

1.0 

.1 

. 2 

Publ ic util i t ies and 
communica t ions 

1058 

8.3 

(') 
2.9 
5.2 

. 1 

9.8 

B.l 
(') 

. 3 

.4 

1.6 

10.59 

8.0 

. 4 
3.2 
3.7 

. 7 

9.1 

8.5 
(') 

. 6 

1.1 

1900 

8.0 

. 5 
3.3 
3.4 
. 8 

8.7 

8.5 
(>) 

. 3 

(.') 

. 7 

1901 

8.C 

.4 
3,4 
4.4 

.2 

10.0 

8.8 
(?) 

. 5 

.8 

1.4 

> Includes depletion. 
' Loss than $50 million. 
' Includes stocks, bonded debt, long-term bank loans, mortgaRes and other long-term debt. 
* Includes short-term bank loans, trado payables. Federal Income tax liabilities, and miscellaneous liabilities. 

Source; U.S. Dopartmont ot Commorco, Ofllco ol Business Economics, based on Securities ond Exchange Commission, 
nnd other flnanclal data. 

peaks. Railroads have been retiring 
long-term debt in recent years, trying 
to improve their earnings status, but 
these retirements have shown little 
relation to the business cycle. Among 
nonrail transportation firms, plant and 
equipment outlays turned down moder
ately last year after a sustained increase 
since 1958, as the purchase of now 
jots and alhed equipment was reduced, 
but here again the earnings position 
of the air cai*riers has worsened through 
the third quarter of 1961. 

Public utilities and communications 
Firms operating in the public utilities 

and communications industries have 
been characterized by very little fluctua
tion in output over the cycle, and the 
relation between their financing require
ments and the business cycle has been 
limited. Profits are regulated by 
government agencies and the bulk of 
these after-tax earnings are paid out 
to shareholders, leaving depreciation 
allowances as the principal source of 
internal funds. Both industry groups 
have been faced with strong and 
growing demands for their services and 
have spent over twice as much on 
facilities expansion as was available 
to them from internal funds. They 
have resorted to the issue of stocks and 
bonds for the balance of their financing 
needs, and accounted for about two-
fifths of total security issues in most 
of the postwar jj^ears, though their 
portion of total investment was only on 
the order of one-fourth. 

Although the communications and 
utUity industries have many points of 
smiUarity, their invcst'iients have 
moved difl'erently in recent years. 
Public UtUity investment and borrow
ing peaked in tlio year ended June 1958, 
and has since been running at some
what lower rates. Comminications 
flrms have increased their investment 
spending and security issues during tJie 
past three years. 

One of tlie interesting aspects of 
current security markets is the extent 
to which utUity stocks have advanced. 
Laggards over much of tho postwar 
period, thoso have been leaders in the 
security price rise during the past 2 
years. Compared with earlier 1959 
highs, for example, the SEC stock price 
index shows the utUity average up 42 
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percent as compared %vith about 11 per
cent for manufacturing stocks. De
spite recent gains, the postwar rise in 
utUity stock prices is stUl far short of 
tliat for the manufacturing stocks. 
Finance and real estate 

The statistics on corporate funds 
sources and uses shown in table 1 in
clude the operations of sales and con
sumer finance companies, investment 
companies, and real estate finns. In
complete data indicate that the opera
tions of sales finance companies are 
closely related to the stage of the 
business cycle, as their loans to dealers 
and cosumers peak during periods of 
high automobUe sales and decline when 
auto activity slackens. During tliese 
peak periods, they have generally fi
nanced their credit extensions by short-
term borrowing, particularly from 
banks. During recessions, they have 
generally taken advantage of lower in
terest rates to refinance outstanding 
debt from short- to long-term instru
ments. During the four quarters ended 
June 1961, finance companies issued 
over $1 billion of new securities, re
placing short-term bank debt. 

Investment companies have been 
growing very rapidly in recent years 
and their operations have been little 
aft'ected by tho business cycle. Such 
firms obtain funds by issuing shares to 
investors and then emplojnng the funds 
to purchase securities, particularly 
stocks. WhUe owner redemption has 
shown a rising tendency, new sales 
have grown faster, and these com
panies are among the fastest growing 
financial institutions in the country. 
Although the funds acquired by these 
companies generally do not provide 
direct financing to other corporations, 

their activities have supported stock financing problems of nonfinancial 
prices, and, to this extent, eased the corporations. 

DISPOSITION OF CORPORATE PROFITS 

Shifts Over the Past Decade: 

Undistributed Profits Declined as Dividend 
Payout Grew and Margins Were Reduced 

Fluctuations in Recent Cycle: 

Witli Dividends Stable in Shortrun 
Recovery Now Raises 
Undistributed Profits 

Biliion $ 

60 

40 -

20 

CORPORATE PROFITS 

BEFORE TAXES 

UNDISTRIBUTED PROFITS 

J — i I i i-•••*•• f 1 ' i <> I l..<...i .i..l...i...k..i..t 1.1 I I I I I 

Rising Depreciation With Larger Capital Stock 
Has Lifted Total Internal Funds 

UNDISTRIBUTED PROFITS 
AND DEPRECIATION 

And Internal Funds Downdrift 
Is Reversed 

40 

TOTAL 

Quarterly, Seasonally Adiusted, 
at Annual Rates 

O First half seasonally adjusted, at annual rate 

U. S. Department of Commerce, ORice of Buiiness Economics 

New or Keviscd Scries—Gas, Quarterly: Revised Data for I'agc S-26 

Item 

Manufactiircd and mixed Ras:' 
Customers, end of quarter, total tiious.. 

Uo.sUlentlal do. . . . 
Industrial and commercial.. do 

Sales to consumers, total mil. tlicrms.. 
Residential do. 
Industrial and commercial do 

Hcycnue from sales to consumers, totnl.mil. $.. 
Residential d o . . . . 
Industrial and commercial do. 

lOUO 

2,494 
2,328 

105 

027 
715 
200 

110. G 
03.2 
23.0 

2,452 
2,289 

102 

514 
349 
100 

00.0 
52.6 
10.7 

III 

2,385 
2,230 

154 

289 
101 
123 

42.0 
29.9 
12.5 

IV 

2,105 
2,024 

140 

544 
380 
1.50 

08.8 
63.1 
16.5 

Quar
terly 

avenige 

2,374 
2,218 

156 

608 
403 
102 

74.4 
67.2 
10.9 

Item 

Natural gas: ' 
Customers, end ot quarter, total thous. 

Uesidontial do. . . 
Industrial and commercial do. . . 

Sales to consumers, total.. mil. therms. 
Kcsldentlnl do.. . 
Industrial and commercial— do.. . 

Revenue from sales to consumers, totaL.mil. $. 
Residential do.. . 
Industrial and commercial do. . 

1000 

30,388 
27,892 
2,400 

30,322 
13,876 
15,036 

1,917.4 
1,211.0 

060.4 

30,233 
27,800 
2,388 

21,198 
0,448 

13,091 

1,209.3 
040.1 
520.3 

III 

30,253 
27,809 
2,349 

10,472 
2,494 

13,025 

817.6 
328.4 
459.0 

31,343 
28,778 
2,525 

22,564 
7,414 
13,870 

1,302.4 
760.3 
570.0 

Quar
terly 

average 

30,564 
28,087 
2,431 

22,037 
7,668 

13,907 

1,320.0 
734.9 
563.8 

' 'I'otals include data tor components not shown separately. 
Source: .\merlcnn Qas Association. 
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